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Dvrtng the period '4ay 1 to rioy 5» 19$9 o 0 €fr«ii economic mission 
hcsdsd by Oernsn Minister of Econo^lcsp Pr« Lodvlp EPHArD^ visited 
Tehrsn* At the coneloslon of this vl'^lt s seven-point protocol ws 
sipned by both psrtl<*s vihleh reflected renernl sress of opreemsnt which 
hod been reeched with rerard to Oenssn economic activity In Irene It 
Is elesr from fnfomstlon sobsecniently made available to the Embassy 
how e ver e thnt the protocolp uhlcl tms only «nade public In paraphrasse 
failed to cover comnlf>telv all ln<;ues discussed between the tvo partlaa* 
While the protocol noted the wllllnpne*:s of the r-eman rioverresant to 
gaarantee private Oernan credit to Iran for a steel mlll» It felled to 
note Dr# Erhard*s expressed Interest In Iran's plans for a pstroleisii 
pipeline from Ahadan to <hor lasa (on the channel to Bandar ’tsahvr) 
or ^ermcTi wttllnmess to extend financial aid to Iran for s low-cost 
hoaslnc projecto A ccnblratlrn of relevant factors# which are noted 
In the body of this despatch# has also led the Embassy to specolste 
Ustt Dr« Erhard's mission may oresape r«erman Intentions to enter the 
Wc'dle East oil picture# in Iran. 



ooooeooeoooe 



Dr* Erhard arrived at Tehran on May 1 acconocnled by two deputies 
of ths Ciifidsstap# two mnklnp officials of the Ministry of Foreign 
Affaire and t%io senior officers of the Mnistn^ of Economics* On ths 
foltowinp doy Dr* Erhard had lunch with the Shah* The following Issues 
wore discussed at this luncheons 



1* The Shah expressed the hope that Cemsny would give Iran 
flnsnelsl sssistsncs for the constmctloo of a steel mill* 



2* Hie Shah emphssicsd Iran's prest nesd for low-cost housing 
and asked for Osrmsn financial assistance to provide such housing* 



3* Dr# Erhard expressed prest Interest In Iran's plans for a 
patrolaum pipallna from Abadan to Khot *hiss and said that ha hoped 
| 0er ma w y would pet the contract for Its construction* 
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COfTIPETrTIA.L Pare 2 of 0»sn. 83l» 
fron Tehran 

Apparently neither the Shah or Dr. Erhard was prepared to settle 
theae Isenes on the spot and. In fact. T>r. Erhard was eonpletely 
enprepered^ because of deficient Gert^n Embassy briefinp, to respond 
to the Shah's heuslnp request. Nevertheless penerat apreenent was 
reached that these Issues could be settled, probobly on a quid pro 
eae basis. 



Datalled negetlatlens of Issues raised at the Shah's luncheon 
as well as other matters of mutasl Interest were carried out from 
ftey 2 to l%y It between the Oertan mission and an Iranian teen headed 
bv Oomaaophile Jafar SHAPIP-Citvi. 'tlnlstar of Industries and 'lines. 
The Iranian team also Inc l«ded. Mini star of Finance All Asqsr IWSEP 
and Oepotv Prime Minister for Econonie Affairs All 'lA^STlP. 



As the result of tho dlseusslons carried out between the German 
nisalon and the Iranian team a seven«polnt economic protocol uss 
slgaad hy both parties. This protocol has not boon nado available to 
tho Eahassy bat a composite of the paraphrased version reloased to 
tho press which appeared In Persian. French and Enpllsh has been 
prepared and la enclosed. Several points of agreement reached between 
the two parties arc not included In this protocol and the wording of 
some of the Items which are included Is semetdist misleading. Sketched 
below Is the Embassy's underetandlnr of the meaning of the protocol, 
aa wall as points of agreement shlch are not Included In the protocol, 
os obtained from <!>ermsa and Iranian officials. 



I. The Iranians Initially requested rveman flnmctal assistance 
to build a steel mill, which would proceed through three stages of 
construction with the final stage bringing plant capacity to 260 
thousa nd tons of raw steel per year. On the face of It a project 
of this else would cost approximately 800 million Oi. After consider* 
able discussion both sides came to the conclusion that a project of 
this slse was much too grandiose for Iran's needs or resources and 
that It would bo wiser to start fron the processing end with a 
rolllnp mill. The Germans then agreed to provide German Oovernaent 
quarantoo of wlvatc Oenasn credit for 360 million DM for a 260 
thous a nd ton (rated capacity) rolling mill. This agreement Is 
ref looted In the protocol although neither the specific purpose. l.o. 
rolling mill, nor the sum Is mentioned. 

Babassy Comment t 



The Enbosay's despatch 697 of t%rch 30. 19$9 reviewed develop* 
nants affecting Iran's steel mill project up to that tins, kepra* 
aantatives of DemBg«Xrunp had then Juet concluded another round of 
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Par* 3 of C«ap* 63U 
frem Tehran 



negotiations with Iranian Govarnnent and Plan Orranteatton officials 
and had left Iran after pronlslnr that I)enar°>Knipp wold be willing 
to aapport the project by eontrlbatlnr 20 per cent of the eoalty 
capital on a participation basis. This promise* however* was on the 
condition that Domar-Krupp would be able to obtain Osman O ov er i s asnt 
gnarantoe of Ita contribution. Ooman equity participation had long 
bean a point Iran had Insisted on before It would sign a contract 
with Onsag*Rrupp for tho construction of tho stool mill. Shifting 
financial conditions of the Plan Organlcstion* however* threatened to 
make the German eoneesslon a hollow victory as It baeama clear that 
Iranian funds were not available^ without diversion from other project^ 
to mall* a final coonltment on the project. Grave dmdbts were atoo 
ralaod hy the Econocilc Bureau of the Plan Organisation a* to the 
ooononlc feasibility of moving ahead without further investigation 
of Iran** total flnsneial and mineral resources. 

PaiimB Krupp officials returned to Tehran* ct the same time Dr. 
Erhard arrived* for further talks with the P.O. It I* not yet clear 
uhothsr the German O ov ur nm an t offer to guarantee credit will alao 
co v er Dawag- Krup p equity participation. 

2. With regard to Iran's request for finsnclal aid for a low- 
cost housing project the Germans noted that Iran has a credit of 
acme 7 million OH which arose out of an eld Ralchamark clearing 
agreement. It had previously been agreed between the two coontrlas 
that this credit would be used for German technical assistance. The 
fi SI mans said* however* that Iran's wish to use million 0^1 of 
this credit for Its housing program could form the base for further 
discussion. 

Bnbasay Comment i 

Tho ohortago of adoquate low-cost houslnr is one of the Shah*s 
pat ceneemu and he often mentions It to foreign visitors* espoclally 
if they 're poten'.'sl sources of financial assistance. Embassy 
despatch 7U7 of April 20* 1959 discusses developomnto In this field 
which Include the formation of a National Housing Authority and Its 
plans for the erection of 2000-unlt block apartment houses In Tehran. 
USON ha* already been approached for financial assistance for this 
pirojact. 



3. It was agreed that the German Government would furnish* at 
Its exponso* Gertaan geologists to continue the mineral survey work 
they had started In the Rarman area. An Iranian request for 
assistance to study mineral explcltatlons possibilities* Including, 
the consw. -**lon of a railroad or first class read from the area to 
the port of Bandar Abbas* was put off with the explanation that the 
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r*searc«a «arvDy %ioul4 hr.ve to b« completed flr«t» 

Bate soy Conmsntt 

Ov«r • year ago several '‘>er*ian reolerlsta ware sent to Iran* 
at Garman Oovernnent expense* to conduct s survey of ninaral reaeoreas 
in ilta Itormn area» This group %res under the dtreetl'n of the 
nintatry of Industries and '1tnes<> After the teari uas In t he f ield 
far so"ie tine the then Director of the Plan Orgenisatlon CBTEHAJ 
aipned a contract ulth the ’J«S. Hhasco-Aiien group to carry eat an 
ecenanlc developnent program in the Xer^-an area* uhleh tncloded a 
sur v ey of the area's mineral resources. This contract* tdilch In 
effect called for a duplication of effort* caused the Oemans to 
retiree Pollewlnr Pbtaha.I's dovmfall In February the Ministry of 
Industries and Mines asked the nemans to return. Etaaaeo has* In 
the neantlae* ceased Its work at the reguest of the FeO. 

4e A Ministry of Customs and 'lonopolles request for heats for Its 
antl*enuppllnn mission In the Persian f>ulf was net by German agree* 
■ant that* If further studies Justified additional eonlpnent* the 
German Governnent would be willing to guarantee private German 
credit for op to $ million D'l for the purchase of 100 motor boats 
and 20 tug boats. 

EBtbassy Connentt 

the riinlstrv of Customs and *kmepolles has been concerned far 
ooaw tina over Its Inability to cope with smurrllng activities In 
the Persian Gulf. This problem has been the subject of unofficial 
dlacusslens between the Ministry and M.s. Treasury and nsOTT officials, 
la Msreh 1959 Admiral COI'A^t of the USCG visited Iron and made a 
sur v ey of the situation In the Abadan*Khorramshahr area* but tha 
result of his visit Is not yet known to the Enbasev. it Is prehablu* 
however* that the Ministry believes additional metor beats (It now 
has 9 Italian boats) are needed for Its antl*smuggtinr ralaalon and 
raised the matter with the f-eman mission. 

5« The German Governnent agreed to glvo Iren t million Or-t for 
tha creation of a professional (technical) school. It also agraad 
to train experts for Iran's Institute of Geology. 

6« G erman y agreed to send* at Its expense* one ral trend traffic 
and tariff expert to Iran to work for tha Ministry of Poadt and 
C en mui ilcatlana. 
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7* Dr* Prhtrd told th« Iranians that ba would «aalca naw afforts 
to raaolva tha double taxation issua tdtich affects Iranian nerebants 
aatabllabad ct Hanburn* Ha pointed out* bowaver* that tbasa narehanta 
have not supplied the n«rnsn i^ovarnment with su’flelant Information 
to support propoaad le©i elation no^; balnr drawn op bv the r-owammant 
for Introduction Into the '^undaatao* 

B* >^th aides apraed to the formation of a als-aan eonnlttao 
(tbrao Ironiana and tbraa C^armana) to raaolva the For dowel Depart* 
msnt Store question (aoo EnbDaap 799» pky ti» 1999)* 

9* Follcwinr diaeusalon of the points noted abawo Or* retard 
raised the question of the Abodan*IOier i-bioa pipeline* Ha noted ttat 
• Oomnn consortium tad submitted a bid for this eentmet and 
asprosaod strong hope ttat It would ba awarded to the Ooramn eonpuagr* 
Iran replied that the pipeline contract bad bean put out for Inter* 
national bid and that It (oust abide by the usual practice of 
awardine the coptruet to the lowest bidder* Arparantly Or* Erhard 
wns quite lnals|ent on tbls Issua and Iran finally said that If 
Osman parformatea on other points of agreement was satisfactory# 
eupaclally steak mill financing# than Iran night consider throwing 
out all bids and coming to a Oovernment*to« O oy a rnta an t agraawant on 
the project* as far as It can ba datamlnad nagotlstlen on this 
aubjMt ended on this rather ineencluslya note altbesqHi CAS raperta 
that the Shah# prior to his departure on a state visit to England 
only two dairs after Dr* Erhard had arrived In Tehran# rave orders to 
award the pipeline contract to nemany* 

Embassy Connantt 

The developnent of events In Ireo following the July Uith coup 
d|^£tta raised Irnntan fears that the flew of ell from its loadlnn 
lacliltlee on the Shatt*el*Arab might be Interrupted and caused Iran 
hastily to devise a plan to build a pipeline system from Abadan to 
Rhor HUaa on the channel to Randar ^shur* International bids were 
solicited from 1$ firms and 10# Including one from a Oeman ceasertlwib 
were received* The HIOC# idilch has prims responsibility for planning 
tta projact apparently has had second thoughts on the subject and la 
now thinking along the lines of pipelines tdilch would carry only 
residual fuel oil and diesel ell*-a project much scaled down from 
the all purpose pipeline complex originally contonplated* This 
project Is the subject of a separate despatch now being prepared by 
the Embassy* 
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Wbllo Ofmofi roopeoM to Iranlon request* for oeoooiilc OMtotoneo 
to la Itoolf olgatrieant* It strack tko Eiteoay that aoao of tbooo 
looooo ooom of oafflelcat Inportaaeo to kovo roqolrod Dr* Erliard*o 
proooaeo la Iraa* Plaaneino of tko stool mill woo lroa*o moot 
Inportaat roraoot and Dr* Erhard's rsoponoo* which eoald hawo oaolly 
hooa mods from Bona* Indicates that Inplementatlon of the projoet 
tar 0 otr tarao on financing and eonstrwctlrn dotal Is to bo werliod oat 
hotswon Ooao 0 >Kr«pp and the Plan Orgonlsstlon* The fact that Dr* 
Erhard loft Oermany at a tine when Internal and eatemal ovonto* 
which bear directly on his fat ore* war'? develeplnp rapidly aaopoata 
that hla mlaalen was of siero inportaace than meets the eye* It might 
also ho noted that Or* Erhard passed op two recent occaaloms to 
visit Iraa whoa the steel mill and pipeline l‘-saes were net mmch less 
advanced than they are at present* la view of Dr* Erhard's o ne aps c ted 
Imitlative In referring to Iran's Ahadan*lQior ^sa pipeline plans and 
his laslstensa that Oeroany be awarded the contract for Its eon* 
stmetloa* It occors to the Babassy that Dr* Erhard's primary mission 
was to gala Oermaa entree late the Middle East oil pletore* la Iran* 
the Embassy Is oasble to todpe whether this eatre weald laclmds 
Iranian oil eeacesalens bat It la evident that the pipeline contract 
Itself woold entail Qermany advancing credit In the order of 2I|0 
million or4. 
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Regardless of Osman Intentions vls*a*vls Iran's oil It Is clear 
fPon the rasalts of Dr* Erhard's nlsslon that German oeonemie policy 
toward Iran has taken a radical tom* Psrtlelpatloa In the steel mill 
and pipeline projects Implies German Cmvemment wllllngaess to pm* 
vide or make possible* threngh goarantees* mobllleatlen of wentom 
capital la the order of pSOO^llllon for Investment la Iran over the 
neat fear to five years* this la la msrhsd contrast to the attltodo 
asssnsd by Dr* AOErwJEP daring his Iranian visit in Threh 1957* tdkon 
he dodged all cosstlens of finsnelal aid (see Embdesp 899* April 9* 
1957). 



Byi 



1* R* 

Plrst Secretary of Embassy 
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Jack C* Mlklos 



Second Secretary of Babassy 



Bmeloseret 

Paraphrase text of Gemsn*lrsnlan Economic Protocol of 'lav 1* 1959 
Copies tot Ameonsalates Isfahan* Rhorramshahr* ’'leshed* Thbrls 
Amanbassles Bonn* London 
Contributor* norbert Hellpem* tlVT'/l 
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!• Dto Erhartf# on behalf of the novemment of the nernui Po4erol 
Ropoblle* has reached oeneral anreenent (with the <*io ve r n weot of Iran) 
with repard to the extension of facilities rctrilred to obtain credit 
fer the plana* construction and projects related to a steel all! for 
Iron* Oeneml agreetsent was also reached with repard to the Invest- 
■sat af Oeman Indnstrlal capitate Details of this apreement are to 
be worhsd out at c later datSe 



2. The daman Federal Pepubllc sprees to extend credit focllltles 
fer the porchase of 100 motor beats and 20 top bests for the Iranian 
NIalstry of Gastons and 'lonopollese 

3* The Oerran rilnlster of Economics sprees to send to Iran a 
first class tmaspertatlon esperte 

It* The oeman Federal republic will put at the dlsposltlen of 
the Covumasat of Iran 'he sun of one nllllon 171 for the creation of 
a professional (technical) sehoot* It Is also ready to train experts 
for the (Iranian) Institute of Geolopy« 

5* With repsrd to the oconealc developnent of the Komnn area 
the two parties arree to the centlnuatlen of the prospectlnp and 
study work of the Ceman proup« 

6* Or* Erhard assures the m ov e rnae n t of Iran that with repard 
to financial problems (double taxation) befnp enCoui.tsrcd by Iranian 
nsrchanta established at Hamburg the Oeman Oovemnent will taka the 
roqnlrod naosures to definitively resolve the problem* 

7* The two parties agree to seek s friendly and egultable 
oolutlon to the Ferdowal Deportnent Store question. 



t-. 



END OF ENCLOSURE 0» 

I-. - .: . 

f’ 



r • 






